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SUBJECT: DEPARTMENT OF HEALTH SERVICES FISCAL OUTLOOK

This is to provide an update on the Department of Health Services’ (DHS) fiscal outlook.
As you know, the Department’'s Budget Commitiee of the Whole report was scheduled for
discussion on the November 15, 2005 Board agenda. Due to a number of outstanding
issues related to Medi-Cal Redesign, the proposed operating budget for the new
LAC+USC Medical Center hospital, and the medical school affiliation agreements, all of
which will impact the forecast, the Department will be asking that the Budget Committee of
the Whole presentation be continued to the next set report on January 17, 2006.

It is the Department’s expectation that greater clarity on the impact of these issues on the
Depariment forecast shortfall, particularly in the initial years, will be available to include in
the next fiscal outlook and thus will allow for a more informed discussion with your Board.

Although there are many uncertainties associated with the Department’s ability to provide
a current financial forecast, and while such a forecast represents only a snapshot in time,
the following discussion and schedules do provide important insight info the Department's
fiscal condition, particularly the impact of including Fiscal Year 2009-10 as part of the
Department’s financial planning cycle.

Current Fiscal Forecast

in the previous forecast, which went through Fiscal Year 2008-09, the Department's
forecast cumulative shortfall was estimated to be $889.1 million. As the County has closed
the books on Fiscal Year 2004-05, DHS has updated its fiscal outlock by dropping this
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year and adding Fiscal Year 2009-10. The schedule below provides a snapshot of the
change in the Department’s fiscal outlook from Fiscal Year 2008-09 and 2009-10.

S Estimates in Millions
Thru FY 08-09 Thru FY 09-10

Year-End Cumulative Fund Balance / (Shortfall} $(889.1) $(1,280.7)
as of September 2, 2005

Significant changes per Aftachment A 15.1 23.1
New Year-End Cumulative Fund Balance / (Shortfall) $(866.0) $(1.258.2)

as of October 25, 2005.

Forecast Annual Operating Shortfall 383.6 $(392.2)

The line titted “New Year-End Cumulative Fund Balance/Shortfall” represents the
cumulative fund balance shortfall for Fiscal Years 2006-07 through 2009-10. The line titled
“Farecast Annual Operating Shortfall” represents the funding needed to continue the
Department’s existing programs in each respective fiscal year. Attachments A and B detail
the changes in the Department’s fiscal forecast.

The very slight improvement in the Fiscal Year 2008-09 forecast shortfall can be attributed
to a number of changes in the assumptions related to revenue realization and expenses by
both the Department and the Chief Administrative Office. Among the changes noted in
Attachment | are savings of $66.7 million in Fiscal Year 2009-10 from the transfer of
ownership or closure of Rancho L.os Amigos National Rehabilitation Center. A detailed
explanation of these items is included in Attachment A.

As noted above, there are a number of potential changes, for which sufficient detail is not
yet available, that are not included in this forecast, but will affect the Depariment’s
projected budget shorifall. These include the estimated operating costs for the LAC+USC
replacement hospital beginning in Fiscal Year 2007-08, increases in funding for the
medical school affiliation agreements, and replacement of Computerized Tomography (CT)
scanners in DHS hospitals. Analysis of the fiscal impact of these items is continuing and
will be discussed in the next forecast provided to your Board in January 2006.

The Department continues to work with the State Department of Health Services and
the federal Centers for Medicare and Medicaid Services to resolve a number of
outstanding issues technical issues with regard to the implementation of Medi-Cal
Redesign, such as the definition of an allowable ceriified public expenditure. As
indicated in the last Budget Committee of the Whole report, this and other yet to be
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determined factors could ultimately have a significant impact on the Medi-Cal
Redesign estimates included in the Department's fiscal outlook.

Further, as the Department mentioned in its previous report, the Medi-Cal Redesign
package enacted in October did not address the proposed expansion of mandatory
Medi-Cal managed care to cover aged, blind, and disabled Medi-Cal recipients (now
being referred programmatically as "seniors and persons with disabilities”). The State
administration has begun to work on a proposal to mandate inclusion of this
population into managed care, with the intent of beginning implementation with Los
Angeles County in January 2007. These individuals represent 40 percent of the
Department's Medi-Cal patients. Presently, only 14 percent of these individuals
statewide are voluntarily enrolled in managed care, and the remainder are fee-for-
service Medi-Cal. While still to be determined, the revenue implications of the
potential shift of this patient population into managed care could be significant. The
Department continues to work with the Chief Administrative Office and the
Disproportionate Share Hospital (DSH) Task Force on these issues.

Please let me know if you have any questions.
TLG:ak

Attachments

c: Chief Administrative Officer

County Counsel
Executive Officer, Board of Supervisors
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COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES
SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK

SEPTEMBER 2, 2005 THROUGH OCTOBER 25, 2005

Revised Estimated Cumulative Year-End Fund Balance / (Shortfall) -
September 2, 2005

Adjust FY 09-10 expense base for salary COLA, employee banefits,
services and supplies CPI, pharmaceutical CPI, debt service, and capital
projects offset by adjustments to the revenue base for Medi-Cal fee-for-
service, AB 915, CBRC, Medicars, Vehicla License Fees.

Net savings from the closure/transfer of Ranche on June 30, 2008,
Adjust employes benefits for the current fiscal year per estimates
developed in October 2005 and restate Workers Compensation and
Retirement estimates for FY's 06-07 and 09-10 based on updated
information from the CAO.

Adjust Clinical Resource Management costs for the current fiscal year per
estimates received in October 2005,

Increase Interest expense for the cusrent fiscal year per estimates
developed in October 2005 based cn updated information from the Auditor
Controller.

Extend the Navigant Censulting, Inc. agreement for six months from
November 2005 through April 2008 for consulting services at K/DMC, as
approved by the Board on October 25, 2005,

Chanage in Y 05-06 aperating forecast recelved in October 2005/ Other
minor ongoing changes to the future years estimates,

Farecast improvement/{reduction} roll-forward

(i0) Revised Estimated Cumulative Year-End Fund Balance / {Shortfall) -

October 25, 2005 '™

Motes
Does not include the impact of the medical schoo! agreemants which are currently belng negotiated for LAC+USC, HIUCLA and OVMC, Assumes CBRC/FQHC will be
exlended for each year beyond FY 04-05, CBRC extensfon far LA County's outpatient and clinic care was included in the FY 05-06 Adopted State Budget. A Medi-Cal
State Plan Amendment to extend the program is currently pending CMS approval,

These amounts represent the cumulative change In the forecast from the prior fiscal year, For example, the $13.8 million in FY 06-07 is $218.3 million - $204.5 million

(A

{8}

©

from FY 05-06.

Fiscal Year / Columns / $ In Milllons

05-067(1) 06-07/(2) 07-08/(3) _0808/(4) 08-10/(5) _otal/(6)
$ 2045 $ (139.8) § (497.5) § (889.1)  $(1.280.7)  $(1,280.7)
§ - $ - $ - $ - $ (755 § (75.5)
- . - - 66.7 66.7
6.7 (1.5) {0.4) 6.9 8.9 18.6
18.3 . - - - 18.3
(5.9) - - - - (5.9)
(5.7) - - - - (5.7)
0.4 0.8 2.4 14 1.3 6.0
- 138 ® 131 ® 151 _® 231 ® -
$§ 2183 § (126.7) _$ (4824) _$ (B66.0)  $(1.258.2) © $(1.258.2)

Includes additional Medi-Cal Redesign funding of $119.1M in FY 02-10 over what would have been included without Medi-Cal Redesign, This increases the benefit of
Medi-Cal Redesign from $383.9M over four years, as reported last time, to $503.0M over fiva years,

rrlexcal profectsucorecartly 0506\ - bae 15, 2005Y:
1102005 10:23
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CQUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES

DHS FISCAL OUTLOOK - OCTOBER 25, 2005

¥ C5.0601 15

17305 10:15 Al

LLIONS BASED O 05.08 SUPPLEMENTAL BUDGET RESO 0
FISCAL YEARS / COLUMNS
Lino # 2002-03 /(1) 2003-04 7 (2) 2004-05/(3) 2005-08 1 (4) 2008-077/(5)  2007-081(8) 200809/ (1) 2009-107 (B) TOTAL/(9)
1. Surplus/Deflelt as of June 26, 2002 5 (376.6) S {549.2) E (T02.4)
2. Scenarlo lll Reduclions / Use of Designation Funds *{see note) 267.8 327.8 357.5
3,  Orginal Fiscal Stabllization Revenue Requast i help fund *{see nots) $ (58.8) § (24 $ (35.9) § @HWS @maWs @y PNs 6539V s (24089
Scenario il (Not Budgetary Shorifall by FY}
4. Actusl/ Forecast Update ' 1R EHA 283.9 340,0 321.8 789.2 @ 136.1 157.9 162.9 (215.7)
5, Actual/ Forecast Surplus/(Shorfall) S 2839 5 212 § 1004 0§ 4473 5 (251,2) S5 (2658 2§ (20H) 5 (719.0) 5 (@04)
6.  Beginning Fiscal Year Fund Balance 121.0 ¥ 3531 4528 19,7 W 487.0 2158 (50.0) - -
7. Estimated Cumulatlve Year-End Fund Balance/{Shartfall) $ 3849 $ 634.3 $ 553,2 H 467.0 3 215.8 $ (50.0)} 3 (348.9) $ {718.1) 3 (715.1)
8. Dafer Rancho Closure/Dhvastiure per Harms/Redde Settfement through
FY 07-08 and for One-Yaar Posl-Salllement, $ - H (49.5) -3 (53.9) 3 (59.5) 3 {69.4) s (76.9) $ (81.8) 3 - 3 (391.0)
9. Dafer LAC+USC 100 Bed Reduction par Hamis/Rodde Setllement
through FY 09-10. - 18,1} (20.8) (31.8) (34.1) {38,5) (39.1) (41.8) (228.3)
0. Ne!Impact of Hanis/Radde Propasal at LAC+USC “ - - - (5.4) (1.4) BT 19.2 188 40,9
1. Netimpact of Hanis/Rodde Propasal at Rancho ®9 - - - 0.4 114 14.8 - - 255
12, Netlmpact of Operating Rancha for One-Year Post-Settement 7 - - - - - - 17.0 - 17.0
13.  Cosiof Plainlilf Altomey Fees - - - 22 - - - - 2.2)
14. Impact to Beglnning Fiscal Year Fund Balance - - {65.8) (149.3) {248.7) {342.5) {432.4) (517.1) WA
15. Revised Estimated Gumulative Year-End Fund Balancef{Shortfall) $ 3849 § BEBY S 4039 5 B3 0§ (3267} 8 (48z4) s (ee6.0)'® 8 (4,258.2)% § (1,250.2)
18. Use of Designation Funds - Decreasel{increass) $ (1839 5 16848 5 1858 3 218.3 5 - 5 - 5 Ld
NOTES TO FISCAL OUTLOGK
*  The $56.8 millicn of FY 02-03 service culs are efficlencles already In the FY 02-03 budgst base at this point In lima and; thevefore, daesn't appear on this schedula,
(A) These amounts are extrapolations from the etiginal 90% Medicald block grant request used {o determine tha fiscal stabilization revenues for the June 2002 DHS Slrateglc Plan, which only extended through FY 05-086.
(B) Includes ravenues praviously shown separalely (Measure B, SPCP/UPL Walver, SB B5S5, and the Federa! partion of the Cutpalent Lewsuit Settlement),
(C) These amounts ars potentlally Improved by the managed care supplement proposal currently belng worked on with the State and Federal governments,
(0} Reflects an "unldenlified budgeat surplus® of $50.0M for FY's 05-06 through 08-10 added by lhe CAQ,
(E) Does notincluda the impact of the medical school agreemenls which are currently belng negafiated for LAC+USC, H/UCLA and OVMC for FY's 05-08 through 09-10. Assumes CBRC/FQHC will be extended for each year
beyend FY 04-05, CBRC extenslon for LA County's outpatient &nd dlinic care was fncfuded In the FY 05-08 Adopled Slale Budget, A Medi-Cal Slate Plan Amendment lo extend the program
curently pending CMS approval,
(F}  Does not ake into account the opening of the LAC+USC replacement facllity In July 2007 for FY's 07.08 through €8-10, Per LAG#+USC, current financlal projections for the new LAC+USC are stilt in progress,
() Reflects refease of the $96,1M trust fund raserve,
(H) Reflacls a beginning fund balance of $366,8M less the $245,9M fund balance included in the FY 02.03 Supplemental Budgal Resolution,
()  Reflects & beginning fund balance of $384,9M less the $31,8M fund balanca Included [n the FY 03-04 Supplemsntal Budget Resolution.
() Reflacts abeginning fund balance of $568,7M less the $115,9M fund balance included In tha FY 04-05 Supplemental Budgel Resclution, b
(K} Reflects a boginning fund balance of $403.9M lesa the $384,2M fund balance Included In tha FY 05-08 Supplamental Budget Resolution, j
{L) PerHanls/Rodde satllement proposal, census will be reduced through a reduced avaraga pallent langth af stay (8.5 to 6.0); Includes enablers and rasulling savings. 3
{M) PerHarrls/Rodde selfement proposal, includes Rancho takecver negotiations, eversight panel and review with plaintiffs, liver clinic monlloring and reducing Rancho's budgeted census from 191 {0 147. 2
{N)  Reflecis savings from operaling Rancho at a reduced census (147) for one-year post-satilement in preparatlon for closure/divestiture on Juns 30, 2008, =
(0) ‘Tha forecast annual operating shortfalls for FY"s 07-08, 08-09, and 09-10 are $355.7M, $383.6M, and $352.2M, respectively. g
_|
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